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1. Assets:

e Assets are economic resources owned by a business that provide future benefits.

e They are classified as either current assets (expected to be converted into cash within a
year) or non-current assets (long-term investments and property).

e Examples of assets include cash, accounts receivable, inventory, buildings, and equipment.

2. Liabilities:

¢ Liabilities represent obligations or debts that a business owes to external parties.

e They are categorized as current liabilities (due within a year) or non-current liabilities (long-
term debts and obligations).

¢ Common liabilities include accounts payable, loans, bonds, and accrued expenses.

3. Accounting Treatment:

e Assets are recorded on the balance sheet at historical cost or fair market value.

e Liabilities are also listed on the balance sheet and represent the claims against the
company's assets.

e The balance sheet equation is Assets = Liabilities + Equity, reflecting the fundamental
accounting equation.

4. Depreciation and Amortization:

e Depreciation is the systematic allocation of the cost of a tangible asset over its useful life.

e Amortization is the process of spreading the cost of intangible assets over their useful life.

e These methods ensure that the expenses related to assets are matched with the revenues
they generate.

5. Valuation and Impairment:

e Assets are subject to valuation to ensure they are recorded at their true economic value.

e Impairment occurs when the carrying value of an asset exceeds its recoverable amount,
leading to a write-down in value.

e Liabilities are assessed for potential risks and contingent obligations that may impact the
financial health of the business.
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6. Reporting and Disclosure:

e Companies must disclose detailed information about their assets and liabilities in financial

statements.

e The balance sheet provides a snapshot of a company's financial position at a specific point
in time.

¢ Notes to the financial statements offer additional details on the nature and composition of

assets and liabilities.
7. Importance:

e Proper accounting for assets and liabilities is crucial for stakeholders to assess the financial
health and performance of a business.

e It enables investors, creditors, and management to make informed decisions based on
accurate financial information.

o Effective management of assets and liabilities is essential for sustainable business growth

and long-term success.
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